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Independent Auditor’'s Report

Honorable Mayor and Borough Assembly
Aleutians East Borough, Alaska

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, fiduciary activities, each major fund, and the aggregate remaining fund information of
Aleutians East Borough, Alaska (the Borough) as of and for the year ended June 30, 2017, and the
related notes to the financial statements, which collectively comprise the Borough’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The Borough’s management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the discretely presented component unit, Aleutians East Borough
School District. Those financial statements were audited by other auditors whose report thereon has
been furnished to us, and our opinion, insofar as it relates to the amounts included for Aleutians East
Borough School District is based solely on the report of the other auditors. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.



Honorable Mayor and Borough Assembly
Aleutians East Borough, Alaska

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, fiduciary
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Borough, as of June 30, 2017, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in accordance
with accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, budgetary comparison information, and the schedules of
the Boroughs proportionate share of the net pension liability and contributions on pages 4 through
12, 43 through 46, and 47 through 48 be presented to supplement the basic financial statements.
Such information, although not part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Borough’s basic financial statements. The combining and individual non-
major fund financial statements are presented for purposes of additional analysis and are not part of
the basic financial statements. The accompanying schedule of State financial assistance is
presented for purposes of additional analysis as required by State of Alaska Audit Guide and
Compliance Supplement for State Single Audits and is also not a required part of the financial
statements.

The combining and individual nonmajor fund financial statements and the Schedule of State
Financial Assistance are the responsibility of management and were derived from and relate
directly to the underlying accounting and other records used to prepare the financial statements.
The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.



Honorable Mayor and Borough Assembly
Aleutians East Borough, Alaska

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 23,
2018 on our consideration of the Borough'’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Borough’s internal
control over financial reporting and compliance.

W 2/?@

Anchorage, Alaska
March 23, 2018



ALEUTIANS EAST BOROUGH, ALASKA
Management’s Discussion and Analysis

Year Ended June 30, 2017

As the management of Aleutians East Borough, Alaska (the Borough), we offer readers of the
Borough’s financial statements this narrative overview and analysis of the financial activities of the
Borough for the fiscal year ended June 30, 2017. We encourage readers to read the information
presented here in conjunction with additional information we have furnished in the Borough’s
financial statements which follow this narrative.

FINANCIAL HIGHLIGHTS

» Assets of the Borough exceeded liabilities at the close of the fiscal year by $104,214,323 (net
position).

= The Borough'’s total net position increased by $2,549,522, primarily due to investment earnings,
State funding sources, and Fish Taxes collected during the year.

» Governmental funds reported combined ending fund balances of $55,042,796, an increase of
$2,669,577 in comparison with the prior year.

= At the end of the current fiscal year, unassigned fund balance for the general fund was
$6,295,612, or 40 percent of total general fund balance for the fiscal year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the Borough'’s basic financial
statements. The Borough’s basic financial statements consist of three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the financial
statements (see Figure 1). The basic financial statements present two different views of the
Borough through use of government-wide statements and fund financial statements. In addition to
the basic financial statements, this report contains other supplemental information that will enhance
the reader’s understanding of the financial condition of the Borough.



ALEUTIANS EAST BOROUGH, ALASKA

Management’s Discussion and Analysis, continued

OVERVIEW OF THE FINANCIAL STATEMENTS, continued
Required Components of Annual Financial Report

Figure 1
Management’s Basic Financial
Discussion and Analysis Statements
Government-wide Fund Financial Notes to the Financial
Financial Statements Statements Statements
Summary » Detalil

Basic Financial Statements

The first two statements (Exhibits A-1 and A-2) in the basic financial statements are government-
wide financial statements. They provide both short- and long-term information about the Borough’s
financial status.

The next statements (Exhibits B-1 through B-5) are fund financial statements. These statements
focus on activities of the individual parts of the Borough’s government. These statements provide
more detail than government-wide statements. There are two parts to fund financial statements:
governmental funds statements and budgetary comparison statements.

The next section of the basic financial statements is notes. Notes to the financial statements
explain in detail some of the data contained in those statements. After the notes, supplemental
information is provided to show details about the Borough’s individual funds. Budgetary information
can also be found in this part of the statements.

Government-wide Financial Statements

Government-wide financial statements are designed to provide the reader with a broad overview of
the Borough'’s finances, similar in format to a financial statement of a private-sector business. The
government-wide statements provide short- and long-term information about the Borough’s financial
status as a whole.

The two government-wide statements report the Borough's net position and how they have
changed. Net position is the difference between the Borough's total assets and total liabilities.
Measuring net position is one way to gauge the Borough’s financial condition.



ALEUTIANS EAST BOROUGH, ALASKA

Management’s Discussion and Analysis, continued

OVERVIEW OF THE FINANCIAL STATEMENTS, continued

Government-wide Financial Statements, continued

Government-wide statements are divided into three categories: governmental activities, business-
type activites, and component units. Governmental activities include the Borough’s basic services
such as natural resource management, capital projects management, and general administration.
State and federal grant funds finance most of these activities. The component unit includes the
Aleutians East Borough School District. The District’'s activities include Instruction, Support
Services, Student Transportation, and Food Services, among others. These activities are
supported by local, State, and federal financial aid.

Government-wide financial statements are Exhibits A-1 and A-2 of this report.

Fund Financial Statements

Fund financial statements (see Figure 2) provide a more detailed look at the Borough's most
significant activities. A fund is a grouping of related accounts used to maintain control over
resources that have been segregated for specific activities or objectives. All funds of the Borough
are included within three broad categories: governmental funds, proprietary funds, and fiduciary
funds.

Governmental funds are used to account for those functions reported as governmental activities in
the government-wide financial statements. Most of the Borough'’s basic services are accounted for
in governmental funds. These funds focus on how assets can readily be converted into cash flow in
and out and what monies are left at year end that will be available for spending in the next year.
Governmental funds are reported using an accounting method called modified accrual accounting
which provides a short-term spending focus. As a result, governmental fund financial statements
give the reader a detailed short-term view that helps him or her determine if there are more or less
financial resources available to finance the Borough’'s programs. The relationship between
government activities (reported in the statement of net position and statement of activities) and
governmental funds is described in a reconciliation that is part of the fund financial statements.

Fund Financial Statements, continued

The Borough adopts an annual budget for its general fund. The budget is a legally adopted
document that incorporates input from the management of the Borough and decisions of the
Assembly about which services to provide and how to pay for them. It also authorizes the Borough
to obtain funds from identified sources to finance these current-period activities. The budgetary
statement provided for the general fund demonstrates how well the Borough complied with the
budget and whether or not the Borough succeeded in providing services as planned when the
budget was adopted. The budgetary comparison statement uses the budgetary basis of accounting
and is presented using the same format, language, and classifications as the legal budget
document. The statement shows four columns: 1) the original budget as adopted by the Assembly;
2) the final budget as amended by the Assembly; 3) actual resources, charges to appropriations,
and ending balances in the general fund; and 4) the difference or variance between the final budget
and actual resources and charges. To account for the difference between the budgetary basis of
accounting and modified accrual basis, a reconciliation showing differences in reported activities is
shown at the end of the budgetary statement.



THE ALEUTIANS EAST BOROUGH, ALASKA

Management’s Discussion and Analysis, continued

OVERVIEW OF THE FINANCIAL STATEMENTS, continued

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of data provided in
the government-wide and fund financial statements. Notes to the financial statements are on pages
24 through 42 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as one useful indicator of a government’'s
financial condition. Assets of the Borough exceeded liabilities by $104,214,323 as of June 30,
2017. The Borough’s net position increased by $2,549,522 for the fiscal year ended June 30, 2017.
However, the largest portion reflects the Borough’s investment in capital assets (e.g., land,
buildings, machinery, equipment, and infrastructure) less any related debt still outstanding that was
issued to acquire those items. The Borough uses these capital assets to provide services;
consequently, these assets are not available for future spending. Although the Borough’s
investment in its capital assets is reported net of any outstanding related debt, resources needed to
repay that debt must be provided by other sources, since capital assets cannot be used to liquidate
these liabilities.

Comparative Net Position

Figure 2
2017 2016

Current and other assets $ 60,410,762 56,902,768
Capital assets 76,339,238 78,089,491
Total assets 136,750,000 134,992,259
Deferred outflows 425,575 231,614
Total assets and deferred outflows $ 137,175,575 135,223,873
Liabilities $ 32,935,932 34,030,830
Deferred inflows 25,320 210,574

Net position:
Net investment in capital assets 50,422,083 50,762,460

Restricted
Construction 280,770 1,287,711
Permanent fund 41,321,234 38,879,060

Unreserved:

Undesignated 12,190,236 10,053,238
Total net position 104,214,323 100,982,469
Total Liabilities, deferred inflows, and net position $ 137,175,575 135,223,873




ALEUTIANS EAST BOROUGH, ALASKA

Management’s Discussion and Analysis, continued

GOVERNMENT-WIDE FINANCIAL ANALYSIS, continued

Governmental Activities
Governmental activities increased the Borough'’s net position by $2,842,062, thereby accounting for
111 percent of total change in net position of the Borough (see Figure 3). Key elements of this

change are as follows:

= |nvestment earnings increased
» |ncreased state funding
» |ncreased local grants
= Decreases in interest expense
Comparative Changes in Net Position
Figure 3
2017 2016
Revenues:
Program:
Operating grants and contributions 1,390,352 1,269,557
Capital grants and contributions 2,102,757 1,127,652
General:
Borough fish tax 4,714,403 4,675,160
Unrestricted investment earnings 11,616 7,742
Restricted investment earnings 3,865,691 1,320,374
Local contributions 750,000 415,267
State grants and entitlements 2,117,674 2,362,682
Payment in lieu of taxes 596,828 531,133
Gain on sale of assets - 43,093
PERS - on behalf 42,279 53,246
Miscellaneous 687,077 1,758,824
Total revenues 16,278,677 13,564,730
Expenses:
General government 4,557,047 6,393,090
Infrastructure 4,535,807 295,494
Interest on long-term debt 2,991,061 1,348,533
Total expenses 12,083,915 8,037,117
Transfers to business type activities (1,352,700) (9,621,908)
Increase in net position 2,842,062 (4,094,295)
Net position, beginning of year 90,390,143 94,136,330
Prior period adjustment 664,607 348,108
Net position, beginning of year, restated 91,054,750 94,484,438
Net position, end of year 93,896,812 90,390,143




THE ALEUTIANS EAST BOROUGH, ALASKA

Management’s Discussion and Analysis, continued

FINANCIAL ANALYSIS OF THE BOROUGH’S FUNDS

As noted earlier, the Borough uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds

The focus of the Borough’s governmental funds is to provide information on near-term inflows,
outflows, and balances of usable resources. Such information is useful in assessing the Borough’s
financing requirements. Specifically, the unassigned fund balance can be a useful measure of a
government’s net resources available for spending at the end of the fiscal year.

Governmental funds are accounted for using the modified accrual basis of accounting. All
governmental funds have total revenues of $16,236,398 and expenditures of $12,243,800. The net
change in fund balances after transfers and prior period adjustments was an increase of $3,257,247

At June 30, 2017, governmental funds of the Borough reported a combined fund balance of
$55,042,796 a 6 percent increase over the last year.

Budgetary Highlights
General fund budgets are prepared according to Alaska law and are based on a modified accrual
basis of accounting. The most significant budgeted fund is the general fund.

Actual revenues in the general fund were $566,890 more than anticipated. This variance was
related primarily to the state bond rebates and the Borough school district refunds being higher than
anticipated,

Actual revenues in capital improvements were $1,485,904 more than anticipated. This variance was
primarily due to unanticipated local contributions, and increased state funding.

Actual expenditures in capital improvements were $3,106,599 more than anticipated. This variance
was due to unanticipated funding for construction projects, leading to additional construction
projects.

Actual revenues in the trust fund were $3,802,154 greater than anticipated. This variance was due
to investments performing better than anticipated.

Total Expenditures in the debt service fund were $358,763 greater than anticipated. This variance
was due to higher interest costs than budgeted.



ALEUTIANS EAST BOROUGH, ALASKA

Management’s Discussion and Analysis, continued

FINANCIAL ANALYSIS OF THE BOROUGH’S FUNDS, continued
Budgetary Highlights

Actual revenues in the maintenance reserve fund were $2,757,050 less than anticipated. This
variance was due to less funds needed due to lower capital outlays than expected.

Actual expenditures in the maintenance reserve fund were $1,408,435 less than anticipated. This
variance was due to less capital outlays than expected.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The Borough’s net investment in capital assets for its governmental and business-type activities as
of June 30, 2017 were $40,127,984 and $10,294,099 respectively (net of accumulated depreciation
and debt payable).

Major capital asset transactions during the year include the following (see Figure 4):

Additions due to Infrastructure Improvements totaled $14,932,943.
Additions due to Building Improvements totaled $2,896,136
Disposals of furniture and equipment totaled $514,960

Sales and disposals of Vehicles totaled $63,312

Current year depreciation of $2,923,714.

10



THE ALEUTIANS EAST BOROUGH, ALASKA

Management’s Discussion and Analysis, continued

CAPITAL ASSET AND DEBT ADMINISTRATION, continued
Capital Assets, continued

Primary government -

Governmental activities:
Balance, June 30, 2016
Increases

Decreases

Balance, June 30, 2017

Accumulated depreciation -
Balance, June 30, 2017

Capital assets, net

Total governmental

activities:

Business-type activities:
Balance, June 30, 2016

Decreases

Balance, June 30, 2017

Accumulated depreciation -
Balance, June 30, 2017

Capital assets, net
Total business-type

activities:

Total primary government:

Component units:
Balance, June 30, 2016

Decreases

Balance, June 30, 2017

Accumulated depreciation -
Balance, June 30, 2017
Capital assets, net

Total component unit:

Total government-w ide activity:

Capital Assets

Figure 4

Capital Assets, Depreciated

Capital
Assets, Not Furniture Infrastructure
Depreciated - and Construction Construction
Land Buildings Infrastructure Equipment Vehicles in Process Totals
$ 5,323,074 45,323,390 62,245,095 759,258 468,333 16,460,148 130,579,298
- 2,896,136 14,932,943 - - 919,860 18,748,939
- - - (514,960) (63,312) (17,380,008) (17,958,280)
5,323,074 48,219,526 77,178,038 244,298 405,021 - 131,369,957
- (38,231,279) (26,587,964) (223,368) (282,207) - (65,324,818)
5,323,074 9,988,247 50,590,074 20,930 122,814 - 66,045,139
$ 5,323,074 9,988,247 50,590,074 20,930 122,814 - 66,045,139
$ - 7,403,571 - 5,138,915 - - 12,542,486
- - - (41,359) - - (41,359)
- 7,403,571 - 5,097,556 - - 12,501,127
- (2,141,991) - (65,037) - - (2,207,028)
- 5,261,580 - 5,032,519 - - 10,294,099
- 5,261,580 - 5,032,519 - - 10,294,099
$ 5,323,074 15,249,827 50,590,074 5,053,449 122,814 - 76,339,238
$ - - - 907,283 - - 907,283
- - - (32,929) - - (32,929)
- - - 874,354 - - 874,354
- - - (643,234) - - (643,234)
- - - 231,120 - - 231,120
$ - - - 231,120 - - 231,120
$10,646,148 25,238,074 101,180,148 5,305,499 245,628 - 142,615,497

11



ALEUTIANS EAST BOROUGH, ALASKA

Management’s Discussion and Analysis, continued

Long-term Debt
Additional information on the Borough’s capital assets can be found in the notes to the basic

financial statements.

As of June 30, 2017, the Borough had the following outstanding debt:

Balance Balance
June 30, June 30, Due within
2016 Additions Reductions 2017 one year

Governmental Activities:
Bonds Payable:
General obligation bonds  $ 27,275,000 17,155,000 (21,155,000) 23,275,000 1,375,000
Plus deferred amounts:
For issuance of premiums - 2,757,075 - 2,757,075 239,395

Total bonds payable $ 27,275,000 19,912,075 (21,155,000) 26,032,075 1,614,395

Additional information on the Borough’s outstanding debt can be found in the notes to the basic
financial statements.

REQUESTS FOR INFORMATION
This report is designed to provide an overview of the Borough'’s finances for those with an interest

in this area. Questions concerning any of the information found in this report or requests for
additional information should be directed to Finance Director, PO Box 49, King Cove, AK 99612.

12



ALEUTIANS EAST BOROUGH, ALASKA Exhibit A-1

Statement of Net Position

June 30, 2017

Component
Primary Government Unit
Governmental Business-type School
Activities Activities Total District
Assets
Equity in central treasury $ 57,244,260 - 57,244,260 3,657,381
Investment in Southwest Governments, LLC 407,835 - 407,835 -
Deposits - - - -
Prepaids - 30,542 30,542 104,896
Due From Component Unit 314,255 - 314,255 -
Due from primary government - - - -
Inventory - - - 42,764
Receivables, net:
State of Alaska 747,605 - 747,605 -
Federal 2,159 - 2,159 -
School 48,895 - 48,895 -
Accrued interest 108,893 - 108,893 -
Other 1,063,228 5,694 1,068,922 34,290
Total receivables 1,970,780 5,694 1,976,474 34,290
Internal balances 12,640 (12,640) - -
Capital assets:
Assets held for sale - 5,000,000 5,000,000 -
Land and construction in progress 5,323,074 - 5,323,074 -
Other capital assets, net of depreciation 60,722,065 5,294,099 66,016,164 231,120
Total capital assets 66,045,139 10,294,099 76,339,238 231,120
Deferred outflows
Pension related 425,575 - 425,575 1,256,710
Deferred charge on refunding 437,396 - 437,396 -
Total deferred outflows 862,971 - 862,971 1,256,710
$ 126,857,880 10,317,695 137,175,575 5,327,161
Liabilities
Current:
Accounts payable $ 4,906,974 184 4,907,158 98,968
Accrued payroll and taxes - - - 84,423
Accrued vacation 71,522 - 71,522 32,193
Unearned revenue - - - 14,735
Due to component unit - - - -
Due to primary government - - - 314,255
Debt payable, current 1,614,395 - 1,614,395 -
Total current liabilities 6,592,891 184 6,593,075 544,574
Noncurrent
Debt payable, noncurrent 24,302,760 - 24,302,760 -
Net pension liability 2,040,097 - 2,040,097 4,690,011
Total noncurrent liabilities 26,342,857 - 26,342,857 4,690,011
Total liabilities 32,935,748 184 32,935,932 5,234,585
Deferred inflows - pension related 25,320 - 25,320 575,296
Net Position
Net investment in capital assets 40,127,984 10,294,099 50,422,083 231,120
Restricted: -
Construction 280,770 - 280,770 -
Permanent fund 41,321,234 - 41,321,234 -
Unrestricted 12,166,824 23,412 12,190,236 (713,840)
Total net position 93,896,812 10,317,511 104,214,323 (482,720)
$ 126,857,880 10,317,695 137,175,575 5,327,161

See accompanying notes to financial statements.

13



Exhibit A-2 ALEUTIANS EAST BOROUGH, ALASKA
Government-wide Statement of Activities
Year Ended June 30, 2017
Net Revenue (Expense)
Program Revenues and Changes in Net Position
Component
Primary Government Unit
Operating Capital
Charges for ~ Grants and Grants and Governmental  Business-type School
Functions/Programs Expenses Services Contributions Contributions Activities Activities Total District
Primary government
Governmental activities:
General government $ 4,557,047 - 1,390,352 - (3,166,695) - (3,166,695) -
Infrastructure 4,535,807 - - 2,102,757 (2,433,050) - (2,433,050) -
Interest on long-term debt 2,991,061 - - - (2,991,061) - (2,991,061) -
Total governmental activities 12,083,915 - 1,390,352 2,102,757 (8,590,806) - (8,590,806) -
Business-type activities:
Hovercraft & Terminal 2,265,710 611,695 - - - (1,654,015) (1,654,015) -
Total primary government 14,349,625 611,695 1,390,352 2,102,757 (8,590,806) (1,654,015) _ (10,244,821) -
Component unit - School District $ 9,720,899 91,065 267,268 - - - - (9,362,566)
Component
Primary Government Unit
Governmental  Business-type School
Activities Activities Total District
General revenues:
Borough fish tax $ 4,714,403 - 4,714,403 -
Unrestricted investment earnings 11,616 - 11,616 -
Restricted investment earnings 3,865,691 - 3,865,691 -
Local contributions 750,000 - 750,000 1,869,488
State grants and entitlements not restricted to specific program 2,117,674 - 2,117,674 4,925,074
Payment in lieu of taxes 596,828 - 596,828 -
Federal sources - - - 2,179,287
PERS - on behalf 42,279 - 42,279 -
Gain on sale of asset - 8,775 8,775 -
Miscellaneous 687,077 - 687,077 51,859
Total general revenues 12,785,568 8,775 12,794,343 9,025,708
Operating transfers in (out) (1,352,700) 1,352,700 - -
Change in net position 2,842,062 (292,540) 2,549,522 (336,858)
Net position, beginning of year 90,390,143 10,592,326 100,982,469 (145,862)
Prior period adjustment 664,607 17,725 682,332 -
Net position, beginning of year, restated 91,054,750 10,610,051 101,664,801 (145,862)
Net position, end of year $ 93,896,812 10,317,511 104,214,323 (482,720)

14

See accompanying notes to financial statements.



ALEUTIANS EAST BOROUGH, ALASKA Exhibit B-1
Governmental Funds
Balance Sheet

June 30, 2017

Nonmajor
Major Funds Fund Total
Capital Trust Debt Bond Maintenance King Cove Governmentall
General Improvements Fund Service Construction Reserve Access Project Funds
Assets
Cash and investments
in central treasury $ 5,621,093 1,301,744 43,283,470 - 7,037,953 - - 57,244,260
Investment in Southwest
Governments, LLC - - 407,835 - - - - 407,835
Receivables, net:
State of Alaska 609,332 138,273 - - - - - 747,605
Federal - 2,159 - - - - - 2,159
School - - - - - 48,895 - 48,895
Accrued interest 4,261 - 90,119 - 14,513 - - 108,893
Other 1,058,265 4,963 - - - - - 1,063,228
Total receivables 1,671,858 145,395 90,119 - 14,513 48,895 - 1,970,780
Due from Component Unit 314,255 - - - - - - 314,255
Due from other funds 8,119,158 - - - - - 280,770 8,399,928
$ 15,726,364 1,447,139 43,781,424 - 7,052,466 48,895 280,770 68,337,058
Liabilities and
Fund Balances
Liabilities:
Accounts payable $ 7,338 527,840 - - 4,371,796 - - 4,906,974
Due to other funds - 2,380,071 2,460,190 - 3,309,342 237,685 - 8,387,288
Total liabilities 7,338 2,907,911 2,460,190 - 7,681,138 237,685 - 13,294,262
Fund balances:
Nonspendable - - 41,321,234 - - - - 41,321,234
Committed:
Construction - - - - - - 280,770 280,770
Assigned:
Forward funding 9,423,414 - - - - - - 9,423,414
Unassigned 6,295,612 (1,460,772) - - (628,672) (188,790) - 4,017,378
Total fund balances
(deficits) 15,719,026 (1,460,772) 41,321,234 - (628,672) (188,790) 280,770 55,042,796
$ 15,726,364 1,447,139 43,781,424 - 7,052,466 48,895 280,770 68,337,058

See accompanying notes to financial statements.
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Exhibit B-2 ALEUTIANS EAST BOROUGH, ALASKA
Governmental Funds
Reconciliation of Fund Balance to Net Position

June 30, 2017

Amounts reported for governmental activities in the statement of net position are different
because:

Total fund balances - All governmental funds $ 55,042,796

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds. 66,045,139

Deferred outflows of resources are not financial resources and,
therefore, are not reported in the funds:

Pension related 425,575
Deferred charge on refunding 437,396
Total deferred outflows 862,971

General long-term liabilities are not due and payable in the current
period and, therefore, are not reported in the funds. These liabilities

consist of:
Compensated absences (71,522)
Issuance premiums (2,642,155)
Bonds payable (23,275,000)
Net pension liability (2,040,097)
Total long-term labilities (28,028,774)

Pension related deferred inflows of resources are not due and payable
in the current period and, therefore, are not reported in the funds:
Total deferred inflows (25,320)

Net position of governmental activities $ 93,896,812

See accompanying notes to financial statements.

16



ALEUTIANS EAST BOROUGH, ALASKA
Governmental Funds

Statement of Revenues, Expenditures,
and Changes in Fund Balance

Year Ended June 30, 2017

Exhibit B-3

Revenues:
Federal government
State of Alaska
Borough raw fish tax
Investment income
Contributions
Other

Total revenues

Expenditures:
Current:
General government
Infrastructure
Debt service
Capital outlays

Total expenditures

Excess of revenues over
(under) expenditures

Other financing sources (uses):
Proceeds from refunding bonds
Payment to refunding escrow
Transfers (to) from other funds

Total other financing
sources (uses)

Net change in fund balances

Fund balances (deficits),
beginning of year

Prior period adjustment

Fund balances (deficit),
beginning of year, restated

Fund balances (deficits),
end of year

Nonmajor
Major Funds Fund Total
General Capital Trust Debt Bond Maintenance  King Cove  Governmental
Fund Improvements Fund Service Construction _ Reserve  Access Project Funds
$ 596,828 95,309 - - - - - 692,137
3,508,026 2,007,448 - - - - - 5,515,474
4,714,403 - - - - - - 4,714,403
11,616 1,147 3,837,154 - 27,390 - - 3,877,307
- 750,000 - - - - - 750,000
592,541 - - - 66,586 27,950 - 687,077
9,423,414 2,853,904 3,837,154 - 93,976 27,950 - 16,236,398
3,776,718 - - - - - - 3,776,718
- 2,118,532 39,569 - 39,568 84,500 - 2,282,169
- - - 2,528,763 - - - 2,528,763
- 2,356,067 - - 8,018 1,292,065 - 3,656,150
3,776,718 4,474,599 39,569 2,528,763 47,586 1,376,565 - 12,243,800
5,646,696 (1,620,695) 3,797,585  (2,528,763) 46,390 (1,348,615) - 3,992,598
- - - 20,027,744 - - - 20,027,744
- - - (19,998,065) - - - (19,998,065)
(3,916,717) - (1,355,411) 2,564,017 - 1,355,411 - (1,352,700)
(3,916,717) - (1,355,411) _ 2,593,696 - 1,355,411 - (1,323,021)
1,729,979 (1,620,695) 2,442,174 64,933 46,390 6,796 - 2,669,577
13,401,377 159,923 38,879,060 (64,933) (675,062) (195,586) 280,770 51,785,549
587,670 - - - - - - 587,670
13,989,047 159,923 38,879,060 (64,933) (675,062) (195,586) 280,770 52,373,219
$ 15,719,026 (1,460,772) 41,321,234 - (628,672) (188,790) 280,770 55,042,796

See accompanying notes to financial statements.
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Exhibit B-4 ALEUTIANS EAST BOROUGH, ALASKA

Governmental Funds

Reconciliation of the Statement of Revenues, Expenditures, and

Changes in Fund Balance to the Statement of Activities

Year Ended June 30, 2017

18

Amounts reported for governmental activities in the statement of activities are different because:

Net change in fund balances - All governmental funds

Governmental funds report capital outlays as expenditures; however, in the
statement of activities, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. This is the
amount by which capitalized outlays of $3,658,932 exceeded depreciation of
$2,923,714 in the current period.

The issuance of long-term debt provides current financial resources to
governmental funds, while the repayment of the principal of long-term debt
consumes the current financial resources of governmental funds. Neither
transaction, however, has any effect on net position. Also, governmental funds
report the effects of issuance costs, premiums, discounts, and similar items
when debt is first issued, whereas these amounts are deferred and amortized
in the statement of activities:

Principal payments on debt

Bond premium

Bond refunding cost

Amortization of bond premium

Governmental funds do not report PERS on-behalf payments from the State
of Alaska, however, these payments are recognized as revenues on the
statement of activity. Total on-behalf payments during the year were $42,279.

Governmental funds report compensated absences when taken; however, in
the statement of activities, the cost of absences are expensed when earned.
The amount of compensated absences earned and outstanding at the end of
the year decreased from $71,816 to $71,522.

Governmental funds do not report expenditures related to PERS, however,
PERS related expenses are recognized on the government-wide financial
statements. The total PERS expense was $110,547.

Total change in net position of governmental activities

See accompanying notes to financial statements.

$ 2,669,577

732,436

1,710,000

(2,872,745)
553,066
117,702

(491,977)

42,279

294

(110,547)

$ 2842062



ALEUTIANS EAST BOROUGH, ALASKA
Proprietary Funds - Enterprise Funds
Statement of Net Position

June 30, 2017

Exhibit C-1

Hovercraft Terminal Helicopter Total
Assets
Current:
Prepaids 30,542 - - 30,542
Receivables, net - 5,694 - 5,694
Due from other funds 21,777 22,292 - 44,069
Assets held for sale 5,000,000 - - 5,000,000
Total current assets 5,052,319 27,986 - 5,080,305
Non-Current:
Equipment, net of accumulated depreciation - 5,261,580 32,519 5,294,099
Total assets 5,052,319 5,289,566 32,519 10,374,404
Liabilities
Current:
Accounts payable - - 184 184
Due to other funds - - 56,709 56,709
Total liabilities - - 56,893 56,893
Net Position
Net investment in capital assets 5,000,000 5,261,580 32,519 10,294,099
Unrestricted 52,319 27,986 (56,893) 23,412
Total net position 5,052,319 5,289,566 (24,374) 10,317,511
5,052,319 5,289,566 32,519 10,374,404

See accompanying notes to financial statements.
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Exhibit C-2

ALEUTIANS EAST BOROUGH, ALASKA

Proprietary Funds - Enterprise Funds

Statement of Revenues, Expenses

and Changes in Net Position

Year Ended June 30, 2017

Revenues

Operating expenses:
Salaries and benefits
Professional services
Travel and per diem
Telephone
Supplies
Rent
Utilities
Insurance
Fuel
Depreciation

Total operating expenses
Operating income (loss)
Nonoperating expenses:

Gain on sale of assets
Total nonoperating expenses

Transfers in from (out to)
governmental activities

Net change in net position
Net position, beginning of year
Prior period adjustment

Net position, beginning of year, restated

Net positon, end of year

Hovercraft Terminal Helicopter Total

$ - 141,507 470,188 611,695
- 30,256 176,612 206,868

- 33,363 1,437,420 1,470,783

- - 800 800

- 4,355 2,072 6,427

- 14,215 101,505 115,720

- 5,335 24,610 29,945

- 5,576 1,350 6,926

- - 14,246 14,246

- 20,421 121,166 141,587

- 252,897 19,511 272,408

- 366,418 1,899,292 2,265,710
- (224,911)  (1,429,104) (1,654,015)

8,775 - - 8,775
8,775 - - 8,775

- - 1,352,700 1,352,700
8,775 (224,911) (76,404) (292,540)
5,025,819 5,514,477 52,030 10,592,326
17,725 - - 17,725
5,043,544 5,514,477 52,030 10,610,051
$ 5,052,319 5,289,566 (24,374) 10,317,511

See accompanying notes to financial statements.
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ALEUTIANS EAST BOROUGH, ALASKA
Proprietary Funds - Enterprise Funds
Statements of Cash Flows

Year Ended June 30, 2017

Exhibit C-3

Hovercraft Terminal Helicopter Total
Cash flows from operating activities:
Cash payments from customers $ - 135,813 470,188 606,001
Cash payments from other sources - - 56,709 56,709
Cash payments for goods and services (4,723) (105,557) (1,702,985) (1,813,265)
Cash payments for salaries and benefits - (30,256) (176,612) (206,868)
Net cash flows from operating activities (4,723) - (1,352,700) (1,357,423)
Noncapital financing activities
Transfers (to) from general fund (21,777) - 1,352,700 1,330,923
Total cash flows from Noncapital
financing activities (21,777) - 1,352,700 1,330,923
Cash flows from capital and related financing activities:
Proceeds from sale of capital assets 26,500 - - 26,500
Total cash flows from capital and
related financing activities 26,500 - - 26,500
Net increase (decrease) in cash - - - -
Cash and cash equivalents, beginning of year - - - -
Cash and cash equivalents, end of year $ - - - -
Reconciliation of operating loss to net
cash flows from operating activities:
Operating loss $ - (224,911) (1,429,104) (1,654,015)
Adjustments to reconcile operating loss to
net cash flows from operating activities:
Depreciation - 252,897 19,511 272,408
Decrease (increase) in current assets:
Receivables, net 2,555 (5,694) - (3,139)
Deposits - - - -
Due from other funds - (22,292) - (22,292)
Increase (decrease) in current liabilities:
Accounts payable (7,278) - 184 (7,094)
Due to other funds - - 56,709 56,709
Net cash flows from operating activities $ (4,723) - (1,352,700) (1,357,423)

See accompanying notes to financial statements.
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ALEUTIANS EAST BOROUGH, ALASKA Exhibit D-1
Fiduciary Fund - Deferred Compensation Agency Fund
Statement of Fiduciary Net Position

June 30, 2017

22

Assets

Property and rights held under deferred compensation plan $ 701,845
Net Position

Net position restricted for pensions $ 701,845

See accompanying notes to financial statements.



ALEUTIANS EAST BOROUGH, ALASKA
Fiduciary Fund - Deferred Compensation Agency Fund
Statement of Changes in Fiduciary Net Position

Year ended June 30, 2017

Exhibit D-2

Additions:
Contributions:
Plan members
Total contributions
Investment earnings:
Net increase in fair value of investments
Less investment expense
Net investment earnings

Total additions

Change in net position

Net position restricted for pensions
Beginning of year

End of year

See accompanying notes to financial statements.

$ 26,290
26,290

53,185
175

53,010

79,300

79,300

622,545

$ 701,845
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ALEUTIANS EAST BOROUGH, ALASKA
Notes to Financial Statements

June 30, 2017

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The Aleutians East Borough (Borough) was incorporated October 23, 1987, under the laws of the
State of Alaska as a second-class Borough. All significant activities with which the Borough
exercises oversight responsibilities have been included in the Borough’s general purpose financial
statements.

The accompanying financial statements include all activities of the Borough and The Aleutians East
Borough School District (School District). The Borough Assembly, as the oversight authority,
approves the total annual budget of the School District and also makes annual contributions to it.
Based on financial interdependence, budget approval, responsibility for debt, and accountability and
control of fiscal matters, The School District is a component unit of the Borough. The School
District’s audited financial statements may be obtained from The School District.

No other entities exist over which the Borough has oversight responsibility.

Component Unit

The School District is a component unit of the Borough. The School District was formed July 1,
1988, as a result of the formation of the Borough on the same date. The School District was formed
by incorporating King Cove City School District and Sand Point City School District. In addition, the
following locations were added from Aleutian Region School District: Cold Bay, False Pass, Nelson
Lagoon, and Akutan.

As the School District is organized as a government, its financial statements are prepared using
accounting principles generally accepted in the United States of America as related to government
organizations. As such, the financial statements are prepared using the current financial resources
measurement focus and accrual method of accounting.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net position and statement of
activities) report information in all nonfiduciary activities of the Borough. For the most part, the
effect of interfund activity has been removed from these statements. Governmental activities, which
normally are supported by intergovernmental revenues, are reported separately from business-type
activities which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those clearly identifiable with a
specific function or segment. Program revenues include grants and contributions that are restricted
to meeting the operations or capital requirements of a particular function or segment. Other items
not properly included among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental fund types. Major individual
governmental funds are reported in separate columns in the fund financial statements.
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ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Government-wide and Fund Financial Statements, continued

The government-wide financial statements are reported using the economic resources
measurement focus and accrual basis of accounting. Revenues are recorded when earned and
expenditures are recorded when liability is incurred, regardless of the timing of related cash flows.
Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed
by the provider have been met.

Measurement Focus, Basis of Accounting, and Basis of Presentation

The financial statements of the Borough are prepared in accordance with accounting principles
generally accepted in the United States of America (GAAP). The Borough’s reporting entity applies
all relevant GASB pronouncements and applicable Financial Accounting Standards Assembly
(FASB) pronouncements and Accounting Principles Assembly (APB) opinions issued on or before
November 30, 1989, unless they conflict with GASB pronouncements. The Borough’s reporting
entity does not apply FASB pronouncements or APB opinions issued after November 30, 1989.

The government-wide statements report using the economic resources measurement focus and
accrual basis of accounting includes reclassification or elimination of internal activity (between or
within funds). Financial statements of Borough component units also report using this same focus
and basis of accounting, although internal activity is not eliminated in these statements. Revenues
are recorded when earned, and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows.

The governmental fund financial statements report used the current financial resources
measurement focus and modified accrual basis of accounting. Revenues are recognized when
they are both measurable and available. Available means collectible within the current period or
soon enough thereafter to pay current liabilities. The Borough considers revenues to be available if
they are collected within 60 days of the end of the fiscal year. Expenditures are recorded when the
related fund liability is incurred.

Major revenue sources susceptible to accrual include intergovernmental revenues and investment
income. In general, other revenues are recognized when cash is received.

When both restricted and unrestricted resources are available for use, it is the Borough'’s policy to
use restricted resources first, then unrestricted resources as needed.

Fund Types and Major Funds
The Borough reports the following major governmental funds:

= General Fund - Reports as the primary fund of the Borough. This fund is used to account
for all financial resources not reported in other funds.
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ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
Fund Types and Major Funds, continued

= Capital Improvements — Capital Project Fund — Accounts for all revenue received and
expenditures made for the development and administration of capital projects.

= Trust Fund — Permanent fund — Accounts for all investment activity, deposits and
disbursements related to the permanent fund established by the assembly. The Borough
Assembly may, in any fiscal year, appropriate an amount not to exceed eight percent (8%)
of the five-year average fund market value, to be computed using the five prior calendar
years market value, additional income is added to the fund. The fund corpus is to be held in
perpetuity except in circumstances of natural disaster or financial emergency.

= Debt Service — Debt Service Fund — Accounts for all expenditures made for the retirement of
and interest on debt.

= Bond Construction — Capital Project Fund — Accounts for all expenditures made on projects
funded by bond proceeds.

The Borough reports the following major proprietary funds:

= Hovercraft fund — Accounts for all activity associated with the operations and maintenance
of the hovercraft.

= Terminal fund — Accounts for all activity associated with construction, operation, and
maintenance of the airport terminal located in Cold Bay.

= Helicopter fund — Accounts for all activity associated with helicopter operations in Akutan.
The Borough reports the following major fiduciary fund:

= Deferred compensation agency fund — Accounts for the Borough’s employee retirement
plan.

Assets, Liabilities, and Equity

Deposits and Investments - The Borough’s cash and cash equivalents are considered to be cash on
hand, demand deposits, certificates of deposits, and short-term investments with original maturities
of 3 months or less from the date of acquisition.

Receivables and Payables - All outstanding balances between funds are reported as “due to/from
other funds.” These balances represent the numerous transactions that occur during the course of
operations between individual funds for goods provided or services rendered. The direct write-off
method is used for estimated uncollectible accounts receivable.

Prepaid Items - Certain payments to vendors reflect costs applicable to future accounting periods
and are recorded as prepaid items.

26



ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Capital Assets - The Borough’s property, plant, equipment, and infrastructure with useful lives of
more than 1 year are stated at historical cost and comprehensively reported in government-wide
financial statements. The Borough maintains infrastructure asset records consistent with all other
capital assets. Component unit capital assets are also reported in their respective fund and
combining component unit financial statements. Donated assets are stated at fair value on the date
donated. The Borough generally capitalizes assets with a cost of $5,000 or more as purchase and
construction outlays occur.

Costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets’ lives are not capitalized. Capital assets, including those of component units, are
depreciated using the straight-line method. When capital assets are disposed, the cost and
applicable accumulated depreciation are removed from the respective accounts, and the resulting
gain or loss is recorded in operations.

Estimated useful lives in years for depreciable assets are as follows:

Buildings 25
Infrastructure 30
Furniture, Vehicles and equipment 3to7

Compensated Absences - It is the Borough’s policy to permit employees to accumulate earned but
unused annual leave. Compensated absences are reported as accrued in government-wide and
component unit financial statements. Governmental funds report only matured compensated
absences payable to currently terminated employees and are included in wages and benefits
payable.

Unearned Revenue - Amounts for which asset recognition criteria have been met but for which
revenue recognition criteria have not been met are recorded as deferred revenue.

Long-term Debt - In government-wide and component unit financial statements, outstanding debt is
reported as liabilities. Governmental fund financial statements recognize proceeds of debt and
premiums as other financing sources of the current period.

Pensions - For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense, information about the
fiduciary net position of the Public Employees’ Retirement System (PERS) and additions to/from
PERS fiduciary net position have been determined on the same basis as they are reported by
PERS. For this purpose, benefit payments (including refunds of employee contributions) are
recognized when due and payable in accordance with the benefit terms. Investments are reported
at fair value.

Deferred Outflows/Inflows — For the purpose of pension recording, changes within the net pension
liability due to revisions in actuarial predictions, are amortized over the remaining service life rather
than fully expended in the year of change. In addition contribution to the pension plan are deferred
to the following fiscal year to ensure matching with the Pension’s measurement period.
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ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Fund Balances - In the fund financial statements, governmental funds report aggregate amounts for
five classifications of fund balances based on the constraints imposed on the use of these
resources. The nonspendable fund balance classification includes amounts that cannot be spent
because they are either (a) not in spendable form - prepaid items or inventories; or (b) legally or
contractually required to be maintained intact.

The spendable portion of the fund balances comprises the remaining four classifications: restricted,
committed, assigned, and unassigned.

Restricted — Reflects funds with externally imposed constraints placed on them by either creditors
(such as through debt covenants), grantors, contributors, or laws or regulations of other
governments; or imposed by law through constitutional provisions or enabling legislation.

Committed fund balance - These amounts can only be used for specific purposes pursuant to
constraints imposed by formal resolutions or ordinances of the Assembly. This classification also
includes contractual obligations to the extent that existing resources in the fund have been
specifically committed for use in satisfying those contractual requirements. Committed amounts
cannot be used for any other purpose unless the Borough Assembly removes the constraint
through a subsequent formal modification or rescinding action.

Assigned fund balance - This classification reflects the amounts constrained by the Borough’s
assembly members "intent" to be used for specific purposes, but are neither restricted nor
committed. When Assigned fund balances include all remaining amounts (except negative
balances) that are reported in governmental funds, other than the General Fund, that are not
classified as nonspendable and are neither restricted nor committed

Unassigned fund balance - This fund balance is the residual classification for the General Fund. It is
also used to report negative fund balances in other governmental funds.

When restricted, committed or assigned resources as well as unassigned resources are available
for use, it is the Borough's policy to use restricted, committed, or assigned resources first, then
unassigned resources as needed.

Net Position - In the government-wide and proprietary fund financial statements, equity is displayed
in three components as follows:

Net investment in capital assets — This consists of capital assets, net of accumulated depreciation,
less the outstanding balances of any bonds, mortgages, notes, or other borrowings that are
attributable to the acquisition, construction, or improvement of those assets.

Restricted — This consists of net position that is legally restricted by outside parties or by law
through constitutional provisions or enabling legislation.

Unrestricted — This consists of net position that does not meet the definition of “restricted” or “net
investment in capital assets.”

28



ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

When both restricted and unrestricted resources are available for use, it is the Borough's policy to
use restricted resources first, then unrestricted resources as needed.

Use of Estimates

Preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.

NOTE 2 - STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Information

The Borough Assembly is required to approve an annual budget before the start of the new fiscal
year. Public hearings are conducted to obtain taxpayer comments. The budget is legally enacted
through passage of an ordinance. Budgets are prepared and presented on the modified accrual
basis of accounting. Any revisions to the budget must be approved by passage of an ordinance by
the Assembly. The Borough Assembly authorizes formal budget revisions several times each year
to adjust revenues and expenditures to available resources and program needs. The final revised
and approved budget is presented in these financial statements.

Beginning in fiscal year 2003, the Borough is forward funding its general fund expenditures and
reserving general fund balance to the extent of current-year general fund revenue except coastal
management and LEPC grants.

NOTE 3 - CASH AND INVESTMENTS

The Borough’s investment policy authorizes the Borough to invest in U.S. Treasury securities;
obligations guaranteed by the U.S. government or its agencies or instrumentalities; repurchase
agreements; certificates of deposit; bonds and notes which are issued by any state or political
subdivision thereof which are graded "A" or higher by Moody’s Investor’s Service, Inc.; prime
commercial paper graded "A1" or higher by Moody’s Investor's Service, Inc.; banks and savings
and loan associations to the extent that deposits are insured by Federal Depository Insurance
Corporation or Federal Savings and Loan Insurance Corporation; obligations of corporations,
provided the obligations are graded “Baa” or higher by Moody’s Investor’s Service Inc., or Standard
and Poor’s Corporation and issued in the United States and denominated in US dollars, not more
than 15% of the fixed income portfolio may be held in Baa rated securities; The Alaska Municipal
League Investment Pool, Inc.; and income producing real estate investments. Additionally, the
policy authorizes the Borough to invest permanent fund assets to maintain safety of principal while
maximizing the total return. Investments shall be diversified to minimize the risk of loss resulting
from a concentration of investments in a specific maturity, issuer, class of security, financial
institution, or with respect to equity investments, in a specific company, industry or investment
sector. Fund assets may be invested in the instruments and securities set out in the following
securities:
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ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 3 - CASH AND INVESTMENTS, continued

Domestic Equities, which taken as a whole, attempt to replicate the Standard and Poor’s 500 Index,
including both mutual funds and exchange traded funds (ETFs); International Equities, which taken
as a whole, attempt to replicate the Morgan Stanley Europe, Australiasia, Far East (EAFE) Index,
including both mutual funds and ETFs; Equities, which take as a whole, attempt to replicate the
universe of domestic real estate investment trusts as represented by the S&P REIT index or the
Cohen and Steers Realty Majors Portfolio Index, including both mutual funds and ETFs; and
Domestic Equities, which taken as a whole, attempt to replicate the Standard and Poor’s 400
Midcap Index, including both mutual funds and ETFs.

The permanent fund may invest up to 35 percent of total invested permanent funds in common and
preferred stock listed on a recognized exchange and a mutual fund designed to replicate the
Standard and Poor's 500 Index. The permanent fund may also invest in international equities up to
a maximum of 5 percent of the total permanent fund. Performance measurement for the Fixed
Income Allocation will be measured against the Target weighting using the Lehman Intermediate
Gov/Credit Index for the Benchmark.

The duration of the Fixed Income Allocation should be maintained between 80% and 120% of the
duration of the Benchmark.

Statutes require that the Borough’s deposits in excess of FDIC or FSLIC limits be collateralized by
government securities. At year end the Borough funds were fully collateralized. Cash resources for
some of the various funds are maintained in a central treasury represented by a sweep checking
account and certificate of deposit. Cash is swept and commingled with the School District’s
moneys within Borough accounts on a daily basis.

The Borough participates in the Alaska Municipal League Investment Pool (AMLIP). This
investment pool consists of governmental investors within the State of Alaska. AMLIP does not
carry its own institutional insurance or collateralization for funds it invests. The organizing
document does state that certificates of deposit must be collateralized or covered by federal
insurance by the issuing entity. The carrying amount and market value at June 30, 2017, was
$51,098.

Cash and investment balances are as follows:

Bank Book
Balance Balance
Cash and cash equivalents per Primary government $ 5,886,467 7,115,436
Cash and cash equivalents per Component Unit 3,657,381 3,657,381
Investments, at fair market value 51,357,793 51,357,793

$ 60,901,641 62,130,610
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Notes to Financial Statements, continued

NOTE 3 - CASH AND INVESTMENTS, continued

Components of investment activity for the year ended June 30, 2017 were as follows:

Interest $ 387,482
SW Governments, LLC 21,252
Dividends 738,635
Fees (18,346)
Realized gains 2,735,380
Unrealized gains 60,504
Return of Capital Distribution (47,600)

$ 3,877,307

Investment income affected the following funds at June 30, 2017:

General Fund $ 11,616
Capital Improvements 1,147
Trust Fund 3,837,154
Bond Construction 27,390

$ 3,877,307




ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 4 — CAPITAL ASSETS

A summary of changes in capital assets for the year ended June 30, 2017, follows:

Governmental activities:

Capital assets, not being depreciated:

Land
Construction in process

Total capital assets not

being depreciated

Capital assets, being depreciated:

Buildings and improvements

Infrastructure
Furniture and equipment
Vehicles
Total capital assets
being depreciated

Less accumulated depreciation

Total capital assets,

being depreciated, net
Total governmental

activities, net

Business-type activities:
Hovercraft
Terminal
Helicopter

Total

Less accumulated depreciation

Total Business-type
activities, net
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June 30, June 30,

2016 Additions Retirements 2017
$ 5,323,074 - - 5,323,074

16,460,148 919,860 (17,380,008) -
21,783,222 919,860 (17,380,008) 5,323,074
45,323,390 2,896,136 - 48,219,526
62,245,095 14,932,943 - 77,178,038
759,258 - (514,960) 244,298
468,333 - (63,312) 405,021
108,796,076 17,829,079 (578,272) 126,046,883
(62,979,376) (2,923,714) 578,272 (65,324,818)
45,816,700 14,905,365 - 60,722,065
$ 67,599,922 15,825,225 (17,380,008) 66,045,139
$ 5,041,359 - (41,359) 5,000,000
7,403,571 - - 7,403,571
97,556 - - 97,556
12,542,486 - (41,359) 12,501,127
(1,958,254) (272,408) 23,635 (2,207,027)
$ 10,584,232 (272,408) (17,724) 10,294,100




ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 4 — CAPITAL ASSETS, continued

Depreciation expense of $670,076 was charged to the general government and $2,253,638 was
charged to infrastructure. Depreciation expense of $272,409 was charged to the enterprise funds,
and was allocated to the Terminal and Helicopter funds in the amount of $252,897 and $19,512,
respectively. The Borough disposed of assets totaling $578,272, which were fully depreciated at the
date of disposal.

Construction in process is stated at cost, which includes the cost of construction and other direct
costs attributable to the construction. No provision for depreciation is made on construction in
process until such time as the relevant assets are completed and put into use. All construction in
process was completed and put into use at June 30, 2017.

NOTE 5 - INTERFUND RECEIVABLES AND PAYABLES
Interfund receivables and payables are shown as “due to” and “due from” in each individual fund

within the governmental fund financial statements. These balances represent short-term interfund
borrowings at June 30, 2017, and were as follows:

Due from Due to
Other Funds  Other Funds

Governmental funds:

Major funds:
General Fund $ 8,119,158 -
Capital Improvements - 2,380,071
Trust Fund - 2,460,190
Bond Construction - 3,309,342
Maintenance Reserve - 237,685
Total major funds 8,119,158 8,387,288

Nonmajor funds:

King Cove Access Project 280,770 -
Total nonmajor funds 280,770 -
Total governmental funds 8,399,928 8,387,288
Enterprise funds:
Hovercraft 21,777 -
Terminal 22,292 -
Helicopter - 56,709
Total enterprise funds 44,069 56,709
Total $ 8,443,997 8,443,997
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ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 5 - INTERFUND RECEIVABLES AND PAYABLES, continued

Interfund transfers for the year were as follows:

Transfers out

General Fund Trust Fund Total
Transfers in:
Debt Service $ 2,564,017 - 2,564,017
Maintenance Reserve - 1,355,411 1,355,411
Helicopter 1,352,700 - 1,352,700

$ 3,916,717 1,355,411 5,272,128

NOTE 6 - LONG-TERM DEBT

Following is a summary of general obligation bond transactions of the Borough for the year ended
June 30, 2017:

Balance Balance
June 30, June 30, Due within
2016 Additions Reductions 2017 one year

Governmental Activities:
Bonds Payable:

General obligation bonds  $ 27,275,000 17,155,000 (21,155,000) 23,275,000 1,375,000
Plus deferred amounts:

For issuance of premiums - 2,757,075 - 2,757,075 239,395
Total bonds payable $ 27,275,000 19,912,075 (21,155,000) 26,032,075 1,614,395
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ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 6 - LONG-TERM DEBT, continued

General obligation bonds payable at June 30, 2017, are comprised of the following:

$5,000,000 - 2010 Series A&B for Akutan Airport and King Cove Access Project,
due in annual installments ranging from $175,000 to $1,560,000 through October
1, 2031, interest rate is variable from 2.0 to 5.4 percent

$3,460,000 - 2011 Refunding series three for Aleutians East Borough bonds, due
in annual installments ranging from $65,000 to $905,000 through September
2021; interest rate is variable from 2.0 to 5.0 percent

$2,205,000 - 2015 Refunding series one for Aleutians East Borough bonds, due
in annual installments ranging from $2,375 to $383,123 through October 1, 2025;

interest rate is variable from 2.0 to 5.0 percent

$17,155,000 - 2016 Refunding series three for refinancing of 2007 refunding
bonds, due in annual installments ranging from $265,000 to $2,155,000 through

December 1, 2028; interest rate is variable from 3.75 to 5.0 percent

Total bonds payable

$ 3,745,000

1,020,000

1,620,000

16,890,000

823,275,000

Annual required installments on all Borough general obligation bonds as of June 30" are as follows:

Year ending
2018
2019
2020
2021
2022
2023-2027
2028-2032

Principal Interest Total
$ 1,375,000 1,072,903 2,447 903
1,450,000 1,022,203 2,472,203
1,520,000 962,415 2,482 415
1,595,000 897,492 2,492 492
1,685,000 825,301 2,510,301
10,220,000 2,719,110 12,939,110
5,430,000 348,274 5,778,274
$ 23,275,000 7,847,698 31,122,698
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ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 7 - EXCESS OF EXPENDITURES OVER APPROPRIATIONS

Excess of expenditures over appropriations in individual funds for the current year were:

Actual Over (Under)
Budget Expenditures Budget

Debt service $ 2,170,000 2,528,763 358,763
Capital Improvements Fund 1,368,000 4,474,599 3,106,599
Trust Fund 35,000 39,569 4,569

$ 3,573,000 7,042,931 3,469,931

NOTE 8 — PENSION AND POST EMPLOYMENT HEALTHCARE BENEFIT PLAN

Description of Plans

As of June 30, 2017, all regular employees of the Borough who work more than thirty hours per
week participate in the Alaska Public Employees’ Retirement System (PERS). PERS administers
the State of Alaska Public Employees’ Retirement System Defined Benefit Retirement Plan which
includes both pension and Post employment Healthcare Benefit Plans for all employees hired prior
to July 1, 2006. The defined benefit plan was an agent multiple-employer, statewide plan until July
1, 2008, when Senate Bill 125 converted the plan to a multiple-employer cost-sharing plan.

PERS also administers the State of Alaska Public Employees’ Retirement System Defined
Contribution Retirement Plan which includes both pension and Post employment Healthcare Benefit
Plans for all employees hired on or after July 1, 2006.

PERS is administered by the State. Benefits and contributions provisions are established by
Chapter 35 of Alaska Statute Title 39, and may be amended only by state legislature. Amendments
do not affect existing employees.

PERS audited financial statements and related information is available at www.doa.alaska.gov/drb.

Defined Benefit Pension and Post employment Healthcare Benefit Plan (Employees hired
prior to July 1, 2006)

Employee Benefits:

The Plan provides for retirement, death and disability, and Post Employment Healthcare benefits.
There are three tiers of employees, based on entry date. For all tiers within the DB pension plans,
full retirement benefits are generally calculated using a formula comprised of a multiplier times the
average monthly salary (AMS) times the number of years of service. The multiplier is increased at
longevity milestone markers for most employees.

The tiers within the Plan establish differing criteria regarding normal retirement age, early retirement

age, and the criteria for calculation of AMS, COLA adjustments, and other OPEB benefits. A
complete benefit comparison chart is available at the website noted above.
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ALEUTIANS EAST BOROUGH, ALASKA

Notes to Financial Statements, continued

NOTE 8 — PENSION AND POST EMPLOYMENT HEALTHCARE BENEFIT PLAN, continued

This plan was closed to new entrants as of June 30, 2006. Employees hired after that date
participate in the PERS Defined Contribution Plan described later in these notes.

Funding Policy:

Under State law, covered employees are required to contribute 6.75% of their annual covered
salary to the pension plan and are not required to contribute to the Post employment Healthcare
Benefit Plan.

Under State law the Borough is required to contribute 22% of annual covered salary. For fiscal year
2017, 14.96% of covered salary is for the pension plan and 7.04% of covered salary is for the Post
employment Healthcare Benefit Plan.

Under AS 39.35.255, the difference between the actuarial required contribution of 26.14% for fiscal
year 2017 and the employer rate of 22% is funded by the State.

The Borough'’s contributions to the Post employment Healthcare Benefit Plan for the year ended
June 30, 2017, totaled $55,132, and for the years ended June 30, 2016, and June 30, 2015, totaled
$92,459 and $71,387, respectively.

Pension Liabilities:

At June 30, 2017, the Borough reported a liability for its proportionate share of the net pension
liability in the amount of $2,040,097. This amount reflected State pension support provided to the
Borough in the amount of $260,943. The total net pension liability associated with the Borough was
$2,301,040.

The net pension liability was measured as of June 30, 2016, and the total pension liability used to
calculate the new pension liability was determined by an actuarial valuation as of June 30, 2015
and rolled forward to June 30, 2016.

Pension Expense:
For the year ended June 30, 2017, the Borough recognized pension expense of $110,547 and
revenue of $42,280 for support provided by the State.

Deferred Outflows of Resources and Deferred Inflows of Resources Related to Pensions:

At June 30, 2017, the Borough reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:
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Notes to Financial Statements, continued

NOTE 8 — PENSION AND POST EMPLOYMENT HEALTHCARE BENEFIT PLAN, continued

Deferred Deferred
Outflow of Inflow of
Resources Resources

Difference between expected and actual experience $ 188 22,740
Changes in assumptions 9,409 -
Net difference between projected and actual earnings on pension

plan investments 200,532 -
Changes in proportion and differences between employer

contributions and proportionate share of contributions 98,223 2,580
Employer contributions subsequent to the measurement date 117,153 -

Total $ 425,505 25,320

Deferred outflows of resources and deferred inflows of resources will be recognized in pension
expense as follows:

Years Ending June 30,

2018 $ 225,600
2019 39,671
2020 81,978
2021 52,936
2022 -
Thereafter -

Actuarial Assumptions:

The total pension liability for fiscal year ended June 30, 2017, was determined by an actuarial
valuation as of June 30, 2015, rolled forward to June 30, 2016. The valuation was prepared
assuming an inflation rate of 3.12%. Salary increases were determined by grading by age and
service to range from 4.34% to 9.66%. Investment rate of return was calculated at 8.00%, net of
pension plan investment expenses, based on an average inflation rate of 3.12% and a real rate of
return of 4.88%.

Mortality rates were based on the RP-2000 table, 2000 Base Year projected to 2018 with Projection
scale BB.

The actuarial assumptions used in the June 30, 2015 actuarial valuation were based on the results
of an actuarial experience study for the period from July 1, 2009 to June 30, 2013, resulting in
changes in actuarial assumptions adopted by the Alaska Retirement Management Board to better
reflect expected future experience.
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Notes to Financial Statements, continued

NOTE 8 — PENSION AND POST EMPLOYMENT HEALTHCARE BENEFIT PLAN, continued

The long-term expected rate of return on pension plan investments was determined using a
building-block method in which best-estimate ranges of expected future real rates of return
(expected returns, net of pension plan investment expense and inflation) are developed for each
major asset class. These rates are combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target asset allocation percentage and by
adding expected inflation.

Best estimates of arithmetic real rates of return for each major asset class included in the pension
plan’s target asset allocation as of June 30, 2016 are summarized in the following table (note that
the rates shown below exclude the inflation component):

Long-Term

Expected Real
Asset Class Rate of Return
Broad domestic equity 8.83%
Global ex-U.S. equity 7.79%
Intermediate Treasuries 1.29%
Opportunistic 4.76%
Real assets 4.94%
Absolute return 4.76%
Private equity 12.02%
Cash equivalents 0.63%

Discount rate:

The discount rate used to ensure the total pension liability was 8%. The projection of cash flows
used to determine the discount rate assumed that the Borough and nonemployer State
contributions will continue to follow the current funding policy, which meets State statutes. Based on
those assumptions, the pension plan’s fiduciary net position was projected to be available to make
all projected future benefit payments of current plan members. Therefore, the long-term expected
rate of return on pension plan investments was applied to all periods of projected benefit payments
to determine the total pension liability.

Sensitivity of the Borough’s proportionate share of the net pension liability to changes in the
discount rate:

The following presents the Borough’s proportionate share of the net pension liability using the
discount rate of 8% and what it would be if the discount was 1% (7%) lower or 1% higher (9%).
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NOTE 8 — PENSION AND POST EMPLOYMENT HEALTHCARE BENEFIT PLAN, continued

Current
1% Decrease Discount Rate 1% Increase
(7.00%) (8.00%) (9.00%)
Borough's proportionate share
of the net pension liability $ 2,627,542 2,040,097 1,544,615

Defined Contribution Pension and Post Employment Healthcare Plans (Employees hired on
or after July 1, 2006):

Employee Benefits

There is no retirement age set, however taxes and penalties may apply if withdrawn prior to age 59
%. Retirement benefits are equal to the Defined Contribution account balance plus interest. The
employee may direct the investment of the account if so desired. The account balance is 100% of
the employee’s contribution plus 25% of the Borough'’s contribution after two years of service, 50%
of the Borough’s contribution after three years of service, 75% of the Borough’s contribution after
four years of service, and 100% of the Borough’s contribution after 5 years of service. The plan
pays a portion of the retiree medical plan premium if the retiree retires directly from the plan and is
eligible for Medicare. The portion of premium paid by the plan is determined by years of service.
Disability benefits are also provided.

Funding Policy

Under State law, covered employees are required to contribute 8% of their annual covered salary.
For fiscal year 2017, the Borough is required to contribute 5% of the annual covered salary to the
pension plan. The contributions to the pension plan for the year ended June 30, 2017, by the
employees totaled $27,468 and by the Borough totaled $17,167.

Under State law, covered employees are not required to contribute to the Post employment
Healthcare Benefit Plan. For fiscal year 2017, the Borough is required to contribute 1.18% of the
annual covered salary plus an annual flat dollar amount of $2,049.36 for each covered employee.
The Borough contributed $4,052 for retiree medical and $11,237 to a health reimbursement
arrangement for the year ended June 30, 2017.

If the total amount that the Borough has contributed for the defined contribution pension and Post
employment Healthcare Benefit Plans is less than 22% of covered payroll, the Borough must pay
that additional amount. This additional amount is used to reduce the defined benefit plan’s
unfunded liability. For the year ended June 30, 2017, the Borough paid additional contributions of
$42,497. These contributions equal $28,898 for the defined benefit pension and $13,599 for the
defined benefit Post employment Healthcare Benefit Plans.
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Notes to Financial Statements, continued

NOTE 9 - DEFERRED COMPENSATION PLAN

The Borough offers its employees a deferred compensation plan created in accordance with
Internal Revenue Code Section 457. The plan, available to all employees, permits them to defer a
portion of their salary until future years. The deferred compensation is not available to employees
until termination, retirement, death, or an unforeseeable emergency.

All amounts of compensation deferred under the plan, all property and rights purchased with those
amounts, and all income attributable to those amounts, property, or rights (until paid or made
available to the employee or other beneficiary) are solely the property and rights of the Borough
(without being restricted to provisions of benefits under the plan), subject only to claims of the
Borough’s general creditors. Participants’ rights under the plan are equal to those of general
creditors of the Borough in the amount equal to fair market value of the deferred account for each
participant.

The Borough has no liability for losses under the plan but does have the duty of due care that would
be required of an ordinary prudent investor. The Borough believes it is unlikely it will use the assets
to satisfy claims of general creditors in the future. Assets of the fund totaled $701,845 at June 30,
2017, and are accounted for in the deferred compensation agency fund.

NOTE 10 — CONTRIBUTION TO ALEUTIANS EAST BOROUGH SCHOOL DISTRICT

During the year ended June 30, 2017, the Borough contributed $985,662 to the Aleutians East
Borough School District, which is a component unit of the Borough. Of this amount, $940,000 was
for a local contribution, $25,662 was for scholarships, and $20,000 was for student travel.

NOTE 11 - COMMITMENTS AND CONTINGENCIES

Grants

The Borough patrticipates in a number of federal and State grant programs. These programs are
subject to program compliance audits by grantors or their representatives. The amount, if any, of
expenditures that may be disallowed by granting agencies cannot be determined at this time,
although the Borough expects such amounts, if any, to be immaterial.

Helicopter Transportation Contract

During fiscal year 2014, the Borough entered into a contract to transport people and mail from
Akutan Airport to the City of Akutan. The contract was renewed during November of 2016 for an
additional two years.

Litigation

A restitution payable by the Army Corps of Engineers of $20,650,253 was awarded on December 5,
2017 in regards to the claim from Kelly-Ryan, Inc, against the Army Corps of Engineers arising from
a contract dispute relating to the construction of the False Pass Harbor. Since the project
cooperation agreement between the Department of the Army and the Borough provides for cost
sharing on the part of the Borough, the Borough is liable for part of the restitution awarded. As of
March 23, 2018, no agreement has been reached between the Borough and the Army Corps of
Engineers as to the restitution payable by the Borough.
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NOTE 11 - COMMITMENTS AND CONTINGENCIES, continued

At the date of the financial statements, the amount of loss contingencies, if any, were not
reasonably determinable, and deemed neither probable nor remote, hence no contingencies have
been booked in the current year.

NOTE 12 - SUBSEQUENT EVENTS

In preparing these financial statements, the Borough has evaluated all other events and
transactions for potential recognition or disclosure through March 23, 2018, the date the financial
statements were issued, and has concluded that no subsequent events have occurred that would
require recognition in the financial statements or disclosure in the notes to the financial statements.

NOTE 13 = INVESTMENT IN SOUTHWEST GOVERNMENTS, LLC

The Borough has an interest in Southwest Governments, LLC. The partnership was formed by the
City of Akutan (40%), the City of Sand Point (20%), the City of King cove (10%), and the Borough
(30%). The Borough leases office space from the partnership. Total payments to the partnership for
the year were $119,671. The partnership paid the Borough $30,006 in distributions during 2017.
The balance of the Borough’s ownership at June 30, 2017 was $407,829.

NOTE 14 — SUBSEQUENT ACCOUNTING PRONOUNCEMENTS

The Governmental Accounting Standards Board has passed several new accounting standards with
upcoming implementation dates. Management has not fully evaluated the potential effects of these
statements.

NOTE 15 - PRIOR PERIOD ADJUSTMENTS

During 2017, the Borough recorded a prior period adjustment to net position comprised of an
increase to net position of $664,607 to recognize capital assets of $76,937 purchased in prior
years, and recognize PILT revenue of $587,670 received in the prior year, in addition, the Borough
posted an increase of $17,725 to its enterprise fund to record assets which had not been capitalized
during the year of purchase.

Net Position, Prior Period Net position, begining
Begining of year Adjustments of year, restated
Governmental funds:
General fund $ 13,401,377 587,670 13,989,047
Enterprise funds:
Hovercraft 5,025,819 17,725 5,043,544
Primary government:
Governmental activities $ 90,390,143 664,607 91,054,750
Business-type activites 10,592,326 17,725 10,610,051
Total $ 100,982,469 682,332 101,664,801
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ALEUTIANS EAST BOROUGH, ALASKA Exhibit E-1
General Fund

Statement of Revenues, Expenditures, and Changes
in Fund Balance - Budget and Actual

Year Ended June 30, 2017

Variance
Original Final Favorable
Budget Budget Actual (Unfavorable)
Revenues:
Federal government:
Payment in lieu of taxes $ 559,000 596,828 596,828 -
Total federal government 559,000 596,828 596,828 -
State of Alaska:
Raw fish tax 2,067,181 1,606,523 1,606,523 -
State bond rebate 1,311,650 1,000,882 1,390,352 389,470
State fish landing tax 35,218 35,222 35,222 -
State extraterritorial fish tax 101,299 217,008 217,008 -
State revenue sharing 321,526 258,921 258,921 -
Total State of Alaska 3,836,874 3,118,556 3,508,026 389,470
Borough raw fish tax 3,200,779 4,714,403 4,714,403 -
Investment income 35,000 42,465 11,616 (30,849)
Other 71,256 384,272 592,541 208,269
Total revenues 7,702,909 8,856,524 9,423,414 566,890
Expenditures:
Mayor's office:
Salaries 80,044 80,044 80,044 -
Fringe benefits 28,592 40,441 40,440 1
Travel and per diem 36,000 28,218 28,218 -
Telephone 1,500 1,999 1,998 1
Supplies 1,000 880 879 1
Lobbying 120,600 117,600 117,600 -
Total mayor's office 267,736 269,182 269,179 3
Assembly:
Salaries 25,000 23,700 23,700 -
Fringe benefits 80,000 116,786 116,786 -
Travel and per diem 40,000 50,100 50,100 -
Supplies 3,000 2,681 2,680 1
Total assembly 148,000 193,267 193,266 1
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General Fund

ALEUTIANS EAST BOROUGH, ALASKA

Expenditures, continued:

Clerk and planning management:

Salaries

Fringe benefits
Travel and per diem
Telephone

Postage

Supplies

Utilities

Dues and fees
Elections

Planning Commission

Total clerk and planning management

Administration:

Salaries

Fringe benefits
Engineering

Travel and per diem
Telephone

Postage

Supplies

Rent

Dues and fees

Total administration

Assistant administrator:

Fi
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Salaries
Fringe benefits
Travel and per diem
Telephone
Supplies
Rent
Total assistant administrator

nance:

Salaries

Fringe benefits
Travel and per diem

Variance
Original Final Favorable
Budget Budget Actual (Unfavorable)
$ 93,600 89,522 89,521 1
34,306 43,100 43,098 2
12,500 13,555 13,555 -
7,500 5,351 5,350 1
500 728 727 1
5,000 2,258 2,258 -
20,000 17,101 17,100 1
5,000 4,372 4,372 -
8,000 9,314 9,314 -
55,500 - - -
241,906 185,301 185,295 6
193,155 198,641 198,640 1
65,798 89,638 89,638 -
25,000 330 330 -
25,000 13,136 13,135 1
7,100 5,537 5,536 1
2,500 615 613 2
15,000 11,715 11,715 -
23,404 25,240 25,239 1
2,500 2,397 2,397 -
359,457 347,249 347,243 6
95,481 101,235 99,051 2,184
30,782 46,328 46,327 1
10,000 9,600 9,600 -
1,000 1,824 1,824 -
2,500 3,854 3,853 1
8,903 9,795 9,794 1
148,666 172,636 170,449 2,187
134,511 148,748 148,747 1
52,725 67,000 67,000 -
7,000 5,106 5,106 -



ALEUTIANS EAST BOROUGH, ALASKA Exhibit E-1,

continued
General Fund
Statement of Revenues, Expenditures, and Changes
in Fund Balance - Budget and Actual, continued
Variance
Original Final Favorable
Budget Budget Actual (Unfavorable)
Expenditures, continued:
Finance, continued:
Telephone $ 5,000 9,486 9,485 1
Postage 1,000 1,029 1,028 1
Supplies 7,500 13,830 13,829 1
Utilities 5,000 3,656 3,656 -
Audit 40,000 55,478 55,477 1
Total finance 252,736 304,333 304,328 5
Resource department:
Salaries 92,202 92,300 92,300 -
Fringe benefits 30,822 44,160 44,160 -
Travel and per diem 20,000 10,597 10,596 1
Meetings 30,000 - - -
Telephone 1,500 918 918 -
NPFMC 15,000 9,613 9,613 -
Supplies 2,500 2,218 2,218 -
Rent 8,903 9,926 9,926 -
Total resource department 200,927 169,732 169,731 1
Communications Manager:
Salaries 98,579 100,633 100,632 1
Fringe benefits 33,518 32,923 32,922 1
Travel and per diem 15,000 7,195 7,194 1
Telephone 2,400 2,467 2,466 1
Supplies 2,500 990 989 1
Rent 10,016 10,177 10,177 -
Advertising 15,000 12,190 12,189 1
Total communications manager 177,013 166,575 166,569 6
Public works:
Salaries 64,375 84,633 84,632 1
Fringe benefits 30,384 31,333 31,333 -
Travel and per diem 11,000 26,840 26,839 1
Telephone 1,000 1,108 1,107 1
Supplies 3,000 22,608 22,608 -
Utilities 2,000 950 949 1
Total public works 111,759 167,472 167,468
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Exhibit E-1,

continued

ALEUTIANS EAST BOROUGH, ALASKA

General Fund

Statement of Revenues, Expenditures, and Changes
in Fund Balance - Budget and Actual, continued

Variance
Original Final Favorable
Budget Budget Actual (Unfavorable)
Expenditures, continued:
King Cove Access Project
Salary $ 2,500 - - -
Fringe benefits 5,000 39,461 39,461 -
Travel & per diem 4,000 - - -
Supplies 1,000 2,510 2,510 -
Maintenance 100,000 99,000 99,000 -
Total special assistant 112,500 140,971 140,971 -
Other:
Local school contribution $ 940,000 940,000 940,000 -
Student scholarship 25,000 25,663 25,662 1
Student travel 20,000 20,000 20,000 -
Repairs 5,000 822 822 -
Utilities 25,000 18,565 18,564 1
Equipment 35,000 13,880 13,879 1
Legal 100,000 63,023 63,022 1
Insurance 150,000 157,754 157,754 -
Bank fees 7,500 19,561 19,561 -
Contribution to Eastern Aleutians Tribes 150,000 150,000 150,000 -
Revenue sharing - Nelson Lagoon 32,000 12,900 12,900 -
Aleutian Crab 58,522 107,117 107,117 -
Donations 23,500 16,500 16,500 -
Web service 30,000 24,371 24,371 -
Miscellaneous expense 96,000 92,071 92,067 4
Total other 1,697,522 1,662,227 1,662,219 8
Total expenditures 3,718,222 3,778,945 3,776,718 2,227
Excess of revenues over expenditures 3,984,687 5,077,579 5,646,696 569,117
Other financing uses - Operating transfers:
Debt service fund - - (2,564,017) 2,564,017
Enterprise funds - - (1,352,700) 1,352,700
Total other financing uses - - (3,916,717) 3,916,717
Net change in fund balance $ 3,984,687 5,077,579 1,729,979 4,485,834
Prior Period Adjustment 587,670
Fund balance, beginning of year 13,401,377
Fund balance, end of year $ 15,719,026
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ALEUTIANS EAST BOROUGH, ALASKA

Schedule of Proportionate Share of the Net Pension Liability and Related Ratios

June 30, 2017

Exhibit F-1

Borough's proportion of the
net pension liability

Borough's proportionate share
of the net pension liability

State of Alaska proportionate share
of the net pension liability

Total net pension liability

Borough's covered-employee payroll

Borough's proportionate share of the net
pension liability as a percentage
of covered-employee payroll

Plan fiduciary net position as a percentage
of the total pension liability

* Information for these years is not available.

2017 2016 2015 2014 2013 2012 2011 2010 2009 2008
0.03650% 0.03284% 0.02858% 0.02855% * * * * * *
$ 2,040,097 1,592,614 1,332,935 1,499,404 * * * * * *
260,943 426,877 782,704 889,275 * * * * * *
2,301,040 2,019,491 2,115,639 2,388,679 * * * * * *
$ 616,773 576,627 498,241 447,473 * * * * * *
331% 276% 268% 335% * * * * * *
59.55% 63.96% 62.37% 56.00% * * * * * *
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Exhibit F-2

ALEUTIANS EAST BOROUGH, ALASKA
Schedule of Required Contributions

June 30, 2017

Contractually required contribution $

Contributions in relation to the
contractually required contribution

Contribution deficiency (excess)

Borough's covered-employee payroll $

Contributions as a percentage
of covered-employee payroll

* Information for these years is not available.

48

2017 2016 2015 2014 2013 2012 2011 2010 2009 2008
117,153 135,690 126,858 109,613 98,444 * * * * *
117,153 135,690 126,858 109,613 98,444 * * * * *

- - - - - * * * * *
532,514 616,773 576,627 498,241 447,473 * * * * *
22% 22% 22% 22% 22% * * * * *



ALEUTIANS EAST BOROUGH, ALASKA
Notes to the Required Supplementary Information

June 30, 2017

Schedule of Proportionate Share of the Net Pension Liability and Related Ratios - PERS
Defined Benefit Pension Plan

Information in this table is presented based on the Plan measurement date. For June 30, 2017, the
plan measurement date is June 30, 2016.

Schedule of Required Contributions — Public Employees Retirement System - PERS Defined
Benefit Pension Plan

This table reports the Borough’s pension contributions to PERS Defined Benefit Pension Plan
during fiscal year 2017. These contributions are reported as a deferred outflow of resources on the
June 30, 2017 basic financial statements.

The plan is reporting no changes in benefit terms from the prior measurement period.

The plan is reporting no changes in assumptions from the prior measurement period.
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ALEUTIANS EAST BOROUGH, ALASKA Exhibit G-1
General Fund and Annually Budgeted Other Major Funds
Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget and Actual

Year Ended June 30, 2017

General Fund Capital Improvements
Variance with Variance with
Final Budget - Final Budget -
Actual Favorable Actual Favorable
Original Final Amounts (Unfavorable) Original/Final Amounts (Unfavorable)
Revenues:
Federal government $ 559,000 596,828 596,828 - - 95,309 95,309
State of Alaska 3,836,874 3,118,556 3,508,026 389,470 1,368,000 2,007,448 639,448
Borough raw fish tax 3,200,779 4,714,403 4,714,403 - - - -
Investment income 35,000 42,465 11,616 (30,849) - 1,147 1,147
Contributions - - - - - 750,000 750,000
Other 71,256 384,272 592,541 208,269 - - -
Total revenues 7,702,909 8,856,524 9,423,414 566,890 1,368,000 2,853,904 1,485,904
Expenditures:
Current:
Mayor's office 267,736 269,182 269,179 3 - - -
Assembly 148,000 193,267 193,266 1 - - -
Clerk and planning -
management 241,906 185,301 185,295 6 - - -
Administration 359,457 347,249 347,243 6 - - -
Assistant administrator 148,666 172,636 170,449 2,187
Finance 252,736 304,333 304,328 5 - - -
Resource department 200,927 169,732 169,731 1 - - -
Communication manager 177,013 166,575 166,569 6
Public works 111,759 167,472 167,468 4 - - -
King Cove Access Project 112,500 140,971 140,971 - - - -
Other 1,697,522 1,662,227 1,662,219 8 1,368,000 2,118,532 (750,532)
Capital outlays - - - - - 2,356,067 (2,356,067)
Total expenditures 3,718,222 3,778,945 3,776,718 2,227 1,368,000 4,474,599 (3,106,599)
Excess of revenues over
(under) expenditures 3,984,687 5,077,579 5,646,696 569,117 - (1,620,695) (1,620,695)
Other financing uses:
Transfers (to) from other funds - - (3,916,717) 3,916,717 - - -
Total other financing uses - - (3,916,717) 3,916,717 - - -
Net change in fund balance $ 3,984,687 5,077,579 1,729,979 4,485,834 - (1,620,695) (1,620,695)
Prior Period Adjustment 587,670 -
Fund balances, beginning of year 13,401,377 159,923
Fund balances (deficits),
end of year $15,719,026 (1,460,772)

See accompanying notes to financial statements.
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Exhibit G-1, continued

ALEUTIANS EAST BOROUGH, ALASKA

General Fund and Annually Budgeted Other Major Funds

Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget and Actual, continued

Revenues:
Investment income

Total revenues

Expenditures:
Current:
Other
Debt Service:
Principal
Bond issuance costs
Interest

Total expenditures

Excess of revenues over
(under) expenditures

Other financing sources (uses):
Proceeds from refunding bonds
Payment to refunding escrow
Transfers (to) from other funds

Total other financing sources
Net Change in fund balance

Fund balances, beginning of year

Fund balances, end of year
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Trust fund Debt Service Fund
Variance with Variance with
Final Budget - Final Budget -
Actual Favorable Actual Favorable

Original/Final Amounts (Unfavorable) Original/Final Amounts (Unfavorable)
$ 35,000 3,837,154 3,802,154 - - -
35,000 3,837,154 3,802,154 - - -
35,000 39,569 (4,569) - - -
- - - 1,710,000 1,710,000 -

- - - - 23,927 (23,927)

- - - 460,000 794,836 (334,836)

35,000 39,569 (4,569) 2,170,000 2,528,763 (358,763)

- 3,797,585 3,797,585 (2,170,000) (2,528,763) (358,763)

- - - - 20,027,744  (20,027,744)

- - - - (19,998,065) 19,998,065

- (1,355,411) (1,355,411) - 2,564,017 (2,564,017)

- (1,355,411) (1,355,411) - 2,593,696 (2,593,696)

$ - 2,442,174 2,442,174 (2,170,000) 64,933 (2,952,459)

38,879,060 (64,933)
$ 41,321,234 -

See accompanying notes to financial statements.



ALEUTIANS EAST BOROUGH, ALASKA

Exhibit G-1, continued

General Fund and Annually Budgeted Other Major Funds

Statement of Revenues, Expenditures, and Changes in
Fund Balances - Budget and Actual, continued

Revenues:
Other

Total revenues

Expenditures:
Current:
Other
Capital outlays

Total expenditures
Excess of revenues over (under) expenditures
Other financing sources:
Transfers from other funds

Total other financing sources

Net change in fund balance

Fund balance, beginning of year

Fund balance, end of year

Maintenance Reserve

Variance with

Final Budget -
Actual Favorable
Original/Final  Amounts (Unfavorable)
$ 2,785,000 27,950 (2,757,050)
2,785,000 27,950 (2,757,050)
- 84,500 (84,500)
2,785,000 1,292,065 1,492,935
2,785,000 1,376,565 1,408,435
- (1,348,615) (1,348,615)
- 1,355,411 1,355,411
- 1,355,411 1,355,411
$ - 6,796 6,796
(195,586)
$ (188,790)

See accompanying notes to financial statements.
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Exhibit H-1 ALEUTIANS EAST BOROUGH, ALASKA
Governmental Funds
Statement of Revenues, Expenditures,
and Changes in Fund Balance
Year Ended June 30, 2017
Nonmajor
Major Funds Fund Total
General Capital Trust Debt Bond Maintenance  King Cove  Governmental
Fund Improvements Fund Service Construction  Reserve  Access Project Funds
Revenues:
Federal government $ 596,828 95,309 - - - - - 692,137
State of Alaska 3,508,026 2,007,448 - - - - - 5,515,474
Borough raw fish tax 4,714,403 - - - - - - 4,714,403
Investment income 11,616 1,147 3,837,154 - 27,390 - - 3,877,307
Contributions - 750,000 - - - - - 750,000
Other 592,541 - - - 66,586 27,950 - 687,077
Total revenues 9,423,414 2,853,904 3,837,154 - 93,976 27,950 - 16,236,398
Expenditures:
Current:
Mayor's office 269,179 - - - - - - 269,179
Assembly 193,266 - - - - - - 193,266
Clerk and planning
management 185,295 - - - - - - 185,295
Administration 347,243 - - - - - - 347,243
Assistant administrator 170,449 - - - - - - 170,449
Finance 304,328 - - - - - - 304,328
Resource department 169,731 - - - - - - 169,731
Communications Manager 166,569 166,569
Public works 167,468 - - - - - - 167,468
King cove access project 140,971 140,971
Capital projects - 2,118,532 - - - 84,500 - 2,203,032
Other 1,662,219 - 39,569 - 39,568 - - 1,741,356
Capital outlays - 2,356,067 - - 8,018 1,292,065 - 3,656,150
Debt Service:
Principal - - - 1,710,000 - - - 1,710,000
Bond issuance costs - - - 23,927 - - - 23,927
Interest - - - 794,836 - - - 794,836
Total expenditures 3,776,718 4,474,599 39,569 2,528,763 47,586 1,376,565 - 12,243,800
Excess of revenues over
(under) expenditures 5,646,696 (1,620,695) 3,797,585 (2,528,763) 46,390 (1,348,615) - 3,992,598
Other financing sources (uses):
Proceeds from refunding bonds - - - 20,027,744 - - - 20,027,744
Payment to refunding escrow - - - (19,998,065) (19,998,065)
Transfers (to) from other funds (3,916,717) - (1,355,411) 2,564,017 - 1,355,411 - (1,352,700)
Total other financing
sources (uses) (3,916,717) - (1,355,411) 2,593,696 - 1,355,411 - (1,323,021)
Net change in fund balances 1,729,979 (1,620,695) 2,442,174 64,933 46,390 6,796 - 2,669,577
Fund balances (deficits),
beginning of year 13,401,377 159,923 38,879,060 (64,933) (675,062) (195,586) 280,770 51,785,549
Prior period adjustment 587,670 - - - - - - 587,670
Fund balances (deficit),
beginning of year, restated 13,989,047 159,923 38,879,060 (64,933) (675,062) (195,586) 280,770 52,373,219
Fund balances (deficits),
end of year $ 15,719,026 (1,460,772) 41,321,234 - (628,672) (188,790) 280,770 55,042,796
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ALEUTIANS EAST BOROUGH, ALASKA Exhibit I-1
Capital Improvements - Governmental Fund

Statement of Revenues, Expenditures,
and Changes in Fund Balance

Year Ended June 30, 2017

Revenues:
Federal government $ 95,309
State of Alaska 2,007,448
Investment income 1,147
Contributions 750,000
Total revenues 2,853,904

Expenditures:

Salaries 43,834
Contractual 1,941,597
Repairs and maintenance 109,754
Supplies 843
Equipment 22,504
Capital outlays 2,356,067
Total expenditures 4,474,599

Net change in fund balance (1,620,695)

Fund balance, beginning of year 159,923
Fund deficit, end of year $ (1,460,772)
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Exhibit J-1 ALEUTIANS EAST BOROUGH, ALASKA
Trust Fund - Governmental Fund

Statement of Revenues, Expenditures,
and Changes in Fund Balance

Year Ended June 30, 2017

Revenues:
Investment income

Total revenues

Expenditures:
Management fee

Total expenditures

Excess (deficiency) of revenues over expenditures

Other financing sources:
Operating transfer to
Maintenance Reserve Fund

Total other financing sources

Net change in fund balance

Fund balance, beginning of year

Fund balance, end of year
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$ 3837154
3,837,154

39,569
39,569

3,797,585

(1,355,411)
(1,355,411)

2,442,174

38,879,060

$ 41,321,234



ALEUTIANS EAST BOROUGH, ALASKA
Debt Service - Governmental Fund

Statement of Revenues, Expenditures,
and Changes in Fund Deficit

Year Ended June 30, 2017

Exhibit K-1

Revenues:

Expenditures:
Principal
Bond issuance costs
Interest

Total expenditures

Excess (deficiency) of revenues over expenditures
Other financing sources (uses):
Proceeds from refunding bonds

Payment to refunding escrow
Operating transfer from general fund

Total other financing sources (uses)

Net change in fund balance

Fund deficit, beginning of year

Fund deficit, end of year

1,710,000
23,927
794,836

2,528,763

(2,528,763)

20,027,744
(19,998,065)
2,564,017

2,593,696

64,933

(64,933)
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ALEUTIANS EAST BOROUGH, ALASKA
Bond Construction - Governmental Funds

Statement of Revenues, Expenditures,
and Changes in Fund Balance

Year Ended June 30, 2017

Exhibit L-1

Revenues:
Investment income
Other

Total revenues

Expenditures:
Contractual
Capital outlays

Total expenditures

Net change in fund balance
Fund deficit, beginning of year

Fund deficit, end of year

$ 27,390
66,586

93,976

39,568
8,018
47,586
46,390
(675,062)

S (628672



ALEUTIANS EAST BOROUGH, ALASKA Exhibit M-1
Maintenance Reserve - Governmental Fund

Statement of Revenues, Expenditures,
and Changes in Fund Deficit

Year Ended June 30, 2017

Revenues:
Investment income $ 27,950
Expenditures:
Salaries 16,877
Travel 3,828
Legal 10,525
Supplies 36,062
Capital outlays 1,292,065
Other 17,208
Total expenditures 1,376,565
Excess (deficiency) of revenues over expenditures (1,348,615)
Other financing sources:
Operating transfer from Trust Fund 1,355,411
Total other financing sources 1,355,411
Net change in fund balance 6,796
Fund deficit, beginning of year (195,586)
Fund deficit, end of year $ (188,790)
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ALEUTIANS EAST BOROUGH, ALASKA

Schedule of State Financial Assistance

Year Ended June 30, 2017

Total State
Award Grant Share of
Grant Title Identification Period Award Expenditures
Department of Commerce, Community
and Economic Development:
Fish landing tax supplement* Unknown 7/01/16 - 6/30/17 $ 217,008 217,008
Fish landing tax Unknown 7/01/16 - 6/30/17 35,222 35,222
Revenue sharing* Unknown 7/01/16 - 6/30/17 258,921 258,921
Cold Bay Airport* 13-DC-501  7/01/12 - 6/30/18 2,000,000 1,850,568
Akutan Harbor Floats* 15-DC-004  7/01/14 - 6/30/19 300,000 83,442
Total Department of Commerce, Community
and Economic Development: 2,811,151 2,445,161
Department of Transportation & Public Facilities:
King Cove Access Project 14-RR-067  7/01/14 - 6/30/18 1,958,992 73,438
Department of Revenue:
Raw fish tax* Unknown 7/01/16 - 6/30/17 1,606,523 1,606,523
Department of Education:
Debt retirement* Unknown 7/01/16 - 6/30/17 1,390,352 1,390,352
Department of Administration:
Pers on-behalf Unknown 7/01/16 - 6/30/17 42,279 42,279
Total State financial assistance $ 7,809,297 5,557,753

*Indicates a major program.

This schedule was prepared on the modified accrual basis of accounting.
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ALEUTIANS EAST BOROUGH, ALASKA
Notes to Schedule of State Financial Assistance

Year Ended June 30, 2017

NOTE 1 - BASIS OF PRESENTATION

The accompanying schedule of state financial assistance (Schedule) includes State of Alaska grant
activity of Aleutians East Borough, Alaska (the Borough) under programs of the state government
for the year ended June 30, 2017. The information in this Schedule is presented in accordance with
the requirements of State of Alaska Audit Guide and Compliance Supplement for State Single
Audits. The Schedule presents only a selected portion of the operations of the Borough; it is not
intended to be and does not present the financial position, changes in net assets, or cash flows of
the Borough.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the Schedule are presented using the accrual basis of accounting, which
is described in Note 1 to the Borough’s financial statements.
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Newhouse & Vogler
Certified Public Accountants
237 E. Fireweed Lane, Suite 200
Anchorage, Alaska 99503

(907) 258-7555

(907) 258-7582 Fax

Report on Internal Control over Financial Reporting and on Compliance and Other Matters Based
on an Audit of Financial Statements Performed in Accordance with Government Auditing Standards

Independent Auditor’'s Report

Honorable Mayor and Borough Assembly
Aleutians East Borough, Alaska

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the
governmental activities, the business-type activities, fiduciary activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of
Aleutians East Borough, Alaska (the Borough) as of and for the year ended June 30, 2017, and the
related notes to the financial statements, which collectively comprise the Borough’s basic financial
statements, and have issued our report thereon dated March 23, 2018.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Borough’s
internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Borough’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Borough’s
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected, on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be material weaknesses or significant deficiencies. Given these
limitations, during our audit we did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses. However, material weaknesses may exist
that have not been identified.
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Honorable Mayor and Borough Assembly
Aleutians East Borough, Alaska

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Borough’s financial statements
are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this report is not suitable for any other purpose.

Anchorage, Alaska
March 23, 2018



Newhouse & Vogler
Certified Public Accountants
237 E. Fireweed Lane, Suite 200
Anchorage, Alaska 99503

(907) 258-7555

(907) 258-7582 Fax

Report on Compliance for Each Major State Program and Report on Internal Control over
Compliance Required by the State of Alaska Audit Guide and Compliance Supplement for State

Single Audits

Independent Auditor’s Report

Honorable Mayor and Borough Assembly
Aleutians East Borough, Alaska

Report on Compliance for Each Major State Program

We have audited the compliance of Aleutians East Borough, Alaska (the Borough) with the types of
compliance requirements described in the State of Alaska Audit Guide and Compliance Supplement
for State Single Audits that could have a direct and material effect on each of the Borough’s major
state programs for the year ended June 30, 2017. The Borough’s major state programs are
identified in the accompanying schedule of state financial assistance.

Management’s Responsibility
Management is responsible for compliance with the requirements of laws, regulations, contracts,
and grants applicable to its state programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the Borough’'s major state
programs based on our audit of the types of compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the Unite States; and the State of Alaska
Audit Guide and Compliance Supplement for State Single Audits. Those standards and the State of
Alaska Audit Guide and Compliance Supplement for State Single Audits require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major
state program occurred. An audit includes examining, on a test basis, evidence about the
Borough’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
state program. However our audit does not provide a legal determination of the Borough’s
compliance.

Opinion on Each Major State Program

In our opinion, the Borough complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major
state programs for the year ended June 30, 2017.
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Honorable Mayor and Borough Assembly
Aleutians East Borough, Alaska

Report on Internal Control over Compliance

Management of the Borough is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In
planning and performing our audit of compliance, we considered the Borough'’s internal control
over compliance with the types of requirements that could have a direct and material effect on
each major state program to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for each major state
program and to test and report on internal control over compliance in accordance with the State
of Alaska Audit Guide and Compliance Supplement for State Single Audits, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Borough’s internal control
over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a state program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type
of compliance requirement of a state program will not be prevented, or detected and corrected,
on a timely basis. A significant deficiency in internal control over compliance is a deficiency, or
a combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a state program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be material weaknesses or significant deficiencies. We did
not identify any deficiencies in internal control over compliance that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of the State of Alaska Audit Guide and Compliance Supplement for State Single
Audits. Accordingly, this report is not suitable for any other purpose.

W é/ﬁéa

Anchorage, Alaska
March 23, 2018



ALEUTIANS EAST BOROUGH, ALASKA

Schedule of Findings and Questioned Costs

Year Ended June 30, 2017

SECTION | - SUMMARY OF AUDITOR’S RESULTS

Financial Statements

Type of auditor’s report issued:

Internal control over financial reporting:
Significant deficiency(ies) identified?
Material weakness(es) identified?
Noncompliance material to financial statements?

State Financial Assistance

Type of auditor’s report issued on compliance for major programs:

Internal control over major programs:
Significant deficiency(ies) identified?
Material weakness(es) identified?

Dollar threshold used to distinguish a state major program:

SECTION Il — FINANCIAL STATEMENT FINDINGS

The Borough did not have any findings that relate to the financial statements.

SECTION Ill = STATE AWARD FINDINGS AND QUESTIONED COSTS

Yes
Yes
Yes

Yes
Yes

The Borough did not have any findings or questioned costs related to state awards.

Unmodified
X No

X No

X No
Unmodified
X No

X No

$ 75,000
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ALEUTIANS EAST BOROUGH, ALASKA
Summary of Prior Audit Findings

Year Ended June 30, 2017

There were no prior audit findings.

66





